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ABSTRACT 

Patterns of govern nent subsidies to higher education 
in five European countries are considered in order to provide a 
comparative perspective for U.S. policy-makers. Attention is focused 
on patterns of subsidizing both institutions and students for the 
five countries: France, West Germany, the Netherlands, Sweden, and 
the United Kingdoir. The subsidies are assessed in light of stated 
government objectives, and especially the objectives of efficiency 
and equity. Pre files of the countries includes information ori: 
financing public ana private institutions, free education vs. tuition 
and fee charges, organizational body responsible for budget 
development; sources of university income; types of student aid and 
their distribution; maximum award per student, December 1974; tax 
relief or family allowances for students' parents; indirect student 
aid (housing, food subsidies, health); interest rate on loans; and 
loan repayment. Implications of alternative patterns of subsidy are 
analyzed in depth, with attention to the optimum levels of subsidy, 
the case for aiding students by means of grants, whether the subsidy 
system creates equality of educational opportunity, and how costs of 
education should be shared between hi*)*, and low income taxpayers. An 
ideal student aid package is proposed. (SW) 
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FOREWORD 



Last March, I asked Professor IVhrk Blaug of the University 
of London to prepare a paper dealing with student assistance in major 
European countries. We believed that such a paper would serve a useful 
purpose by bringing to the attention of U. S. policy makers different 
foreign approaches to student support. 

The paper which follows documents the diversity of methods 
to facilitating access to higher education in Europe. Even more importantly, 
it critiques these approaches . We feel that this essay should be required 
reading for all those likely to participate in the analysis leading to the re- 
authorization of the Higher Education Act. 
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RECENT 7hT:i>5 H diSS T 0 

higher :di;catic;i i:: zvrcfj 



by 

Mark EIui - and Maureen Woodhnll 1 
University of London Institute of Eaucatior 



Throughout Eurcp?, higher education is heavily subsidised by the state. Tht 
direct costs cf tuiLiun are sjlnidised by grants to collets and university co 
as to allow fees tc be reduced to minimal levels, and the indirect ccsts of t^cion 
(borne by students in the form of leas of earnings) are subsidised by personal 
grants or li^ns. The alternative policy of allocntirg all subsidies to iniv;ed;ai 
students, while encouraging institutions to charge fees vhich cover all or r.jci ci 
the costs of tuition, has not been attempted in any European country, althouvh it 
has sometimes been advocated (e.g. Crew and Young, 1377). While the general 
pattern of subsidies to higher education is the sane throughout Zurope, however, 
there are significant differences between countries. 

In sone countries, all colleges and universities are administered as vol] as 
financed by government; in others, there are private as well as public institu- 
tions. Most European countries provide aid to students by means of a fixture cf 
grants and loans but tne mix varies considerably from country tc ccuntrv: at era 
extrene i<3 the U.K. where students receive only grants, and at the other is France 
where the provision of subsidised neals and subsidised accommodation, as well as 
tax relief and allowances paid to students families, constitute a far greater 
proportion of students' aid than grants or loans. 

The purpose of this paper is, first cf all, tc compare and contract patterns 
of government subsidies t: hiehcr education in five Eire; can countries France, 
Germany, the Netherlar.ic, Sweden and the UK, distinguishing cet..een aid to insti- 
tutions and aid to students. Our second repose is to assess ther- nu^sidi.r m 
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the light of the stated objectives o± governments, having particular reference 
to the objectives of efficiency and equity. For that reason we pay special 
attention to recent changes in the pattern of subsidies to hxgher education i u 
the five countries under examination. 



I. Subsidies to Institutions 

All European governments accept responsibility for providing buildings, as 
well as finance for higher education. But different historical circumstances 
explain wny in some cases, such as Sweden, virtually all schools and universities 
are owned and administered by the state, whereas in other countries, notably ths 
Netherlands, public and private institutions exist side by side. Similarly, in 
Prance and Sueden the central government has sole responsibility for higher educa- 
, tion, whereas in the UK this responsibility is shared between central and local 
authorities, and in Germany it is shared between the federal and state governments. 

The other difference between countries lies in their treatment of different 
types of institution. Higher education in th^ UK is characterised by the "binary 
system" v-nder which degree-level courses are provided in both legally autonomous 
universities and in so-called "public" institutions, such as polytechnics and 
colleges of higher education, which are owned and administered by Local Education 
Authorities. The two types of institution are financed in different ways, even 
though toth are largely dependent on public funds. However, the policy in cost 
other European countries is to finance all institutions of higher education in 
similar or identical ways. Thus, the recent reform of higher education in Sveden, 
which was implemented in July 1977, is intended to unite all forms of postsecor.dary 
education into a unified framework, administered and financed by means of a single 
budget covering universities, teacher training colleges, and higher vocational 
schools. 

There are certain differences between countries in policies regarding tuition 
fees but, in general, fees play an insignificant part in the finance of higher 
education throughout Europe. This i8 just as true in countries where there are 



private institutions as in those where all universities or colleges are administered 
by the state. In France <and Germany, jnly 4 per c^ nt of students enrolled in 
higher education in 1970 were in private institutions, but in the Netherlands the 
proportion was as high as 47 per cent (National Center for Education Statistics, 
1976, p. 264). But this does not mean that government suosidies to institutions ' 
are any less significant in the Netherlands than in France or Germany • In fact, 
the Dutch University Education Act stipulates that private denominational and 
publ: i non-denominational institutions should be financed and administered accor- 
ding tp common rules. Thus, the distinction between public and private univer- 
sities in Europe does not have the same meaning as in tne USA, where sources of 
finance for institutions depend critically on whether they are publicly or 
privately owned. 

Some European countries have a long tradition of free education and the 
promise of free education at all levels, including higher education, is an integral 
feature of the national constitution. Even when fees are charged, as they are in 
a few countries, they are almost always nominal. There are no fees for any form 
of higher education in Germany and Sweden. In France, however, students est pay 
minimal registration feej, and in the Netherlands, where public and private 'univer- 
sities and colleges have always charged a low fee, there is the intention of 
abolishing fees altogether x n the near future. 

The one exception to the European trend towards the abolition of tuition fees 
is the UK where fees have recently been sharply increased, accompanied by the 
introduction of higher fees for postgraduates than for undergraduates. Neverthe- 
less, the large majority of British students have their fees paid in full by Local 
Education Authorities (who are reimbursed in turn by central government) so that 
the recent increase in lees does not represent a reduction in government subsidies 
except to a minority 0 f students who are for one reason or another not eligible 
for student grants (mainly overS2as students and postgraduates with poor first 
degrees) . 
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The overwhelming pattern in Europe, therefore, is to meet the direct costs of 
higher education either wholly or in large part by means of institutional grants 
from public funds* We turn now to a more detailed account of the method of 
aiding institutions in each country. 

I. 1 France 

Host of the finance for French higher educati n comes directly from central 
goverrment. Until 1974, the Ministry of Education was solely responsible for 
higher education, although certain institutions received subsidies from other 
Ministries, notably Defence and Agriculture, In 1974 an independent department 
with full Ministerial power was created, the Secretariat of State for Universities, 
which took over responsibility, not only for the 75 universities of France, but 
also for University Institutes of Technology, some of the grandes ecoles . and all 
of the national research councils, such as the Centre national de recherche 
scientif ique (French Embassy, London, 1976). 

Each year a certain sum is allotted in the government budget for higher educa- 
tion, and the Secretariat of State for Universities, in association with such 
bodies as the Con3eil national de 1 'enseigne^ent superieur et de la recherche , then 
aportions a sum to each university. It is then left to each university council 
to draw up a detailed budget for the coming year. These university councils 
typically consist of elected representatives of the teaching and administrative 
staff as well as the students of a university. The university budget is then 
submitted to the Secretariat &nd, once it has been approved, no expenditure is 
permitted which falls outside the budget. Thus, university expenditure in France 
is subject to more detailed central control than is the case in other countries 
in Europe,, 

The French university budget covers all current expenditure except teachers 1 
salaries, which are pai< ~tly by central government; all capital expenditure 

in higher education is also paid directly by central government. Most other 




institutions of higher education in France also receive grants through the 
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Secretariat but certain other Ministries still provide subsidies of their own; 
for example, the Ministry of Agriculture subsidises some of the grandes ecoles 
aud private agricultural colleges* A few grgndes ecoles also receive financial 
support from Chambers cf Commerce, religious organisations and business firms but 
very little information is available on these private sources of finance. 

Despite the existence of certain private institutions of higher education, 
such as the Catholic University, jome of the grandes ecoles and a few private 
technical colleges, the bulk of all expenditure on French higher education is 
financed by central government (see Table l). 



TABLE 1; Sources of Finance for Current and 
Capital Expenditure on Higher Education, Frr.nce, 19 7 5 





Million francs 




State subsidies 


4,977 


96.2 


Local authorities 


147 


2.8 


Students' fees 


50 


1.0 


Total 


5,174 


100.0 



Source: Orivel (1977) 

Note: the figures exclude private contributions, 
which are believed to be small. 



1.2 Germany 

The German constitution originally placed all responsibility for financing 
and administering higher education in the hands of the eleven states, or Lender , 
that together form the Federal Republic . In 1969, however, the constitution was 
amended to make the financing of university buildingsa joint task of the Federal 
government and the Lander , and in 1970 this amendment was extended to include all 
tertiary education institutions (see OECD. 197°). In addition, the Federal 
government introduced a comprehensive new student aid scheme in 1971 (of which 
more below). The past few years in Germany have, therefore, seen a radical 




extension of central government involvement in higher education. Nevertheless, 
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the bulk of all expenditure on German higher education still derives from the 
3tate governments rather than the- central government. In 1975, for example, the 
LUnder contributed 90 per cent of all expenditure on higher education (including 
student aid) with the Federal government contributing only 10 per cert. Municipal 
governments, vhich provide a xarge share of the public funds for compulsory 
schooling, do not contribute to the finance of higher education in Germany. Nor 
do students 'oake any direct financial contribution since all tuition fees have 
now been abolished. 

All higher education in Germany is provided in state institutions and tradi- 
tionally students did pay low fees which went to supplement the salary of the 
professor in charge of their teaching (the eighteenth century Scotn method of 
paying teachers). This system was abolished during the 1960's and professorial 
salaries were increased concomitantly to compensate professors for their loss of 
income. In 1970, examination fees, which were the last remaining fees charged 
in German higher education, were also abolished. 

There have been some suggestions in Germany that fees should be reintroduced 
to supplement teachers' salaries (Roeloffs, 1976), but there are no indications 
that any of the LSrJer are willing to reconsider their policy of providing free 
tuition at all levels of education, including higher education. 

1.3 Netherlands 

All public and private universities in Holland are governed by the University 
Education Act of 1961 and bhe University Administration Reform Act of 1970. Both 
these Acts declare that public i id private universities should be financed in the 
same way. !t present, all universities are fully financed by the Dutch government, 
although students pay a small tuition fee of .PI. 600 (about ^80 ) a year. Higher 
vocational schools are financed in the same way, the orly difference being that 
fees in these schools are related to parental income up to a maximum of PI. 600 a 
year, the lev-el of university fees, but they are administered in ways that are 

10 
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However, the Dutch Government has announced its intention of abolishing the 
divjsio:. that no.; exists between universities and other institutions of higl r 
education, so no ultimately to create a unified system of higher education. A 
recent governing 1 memo ran dun on the Ceu lou^s of i ?j 4 nre EducMjon System :n tV; 
Noli'-' rj : n ci3 called for a halt to university expansion and a reduction in univer- 
sity coots, principally by r.cans of the introduction of shorter -university ccuvses 
(GovornricriT; of the Nethorlv:.ic , 1976). At present, Dutch university courses last 
between six to nine years, +n part becae.se of the tradition ol working *.;hilc 
studying part-time, compared Wj th three to four years at higher vocational schools 
Universities h::ve been asked to submit proposals fjr new four-year degree courses 
but this has lea to bitter opposition with all universities attempting to take 
advantage of a provision which allows five-year courses "in exceptional circur- 
stances' 1 (Council of Europe, 1977). Attempts to reform higher e-Juoation m the 
Netherlands are, therefore, running into considerable difficulties but neither 

► 

the reforms nor the resistance to it is significantly connected with the ray 
institutions are financed. The only change in financing procedures proposed by 
the government is a change in the student aid systen, accompanied by the abolition 

I 

of tuition fees: we return to this issue belcw. 
1.4 Sweden 

> 

AL1 higher education in Sweden is financed by the state and all institutions 
of higher education a^e Ou-ned and administered by the state. The universities 
of Stockholm and Gothenburg, which »;ere established and financed privately in the 
nineteenth century, gradually cane to depend more and more on stipends fron govern 
ment, and hence were nationalised in ine 1950 f s. Since then higher education has 
been a monopoly of the state arid no tuition fees have been charged at Swedish 
universities or other higher education institutions (Swedish Institute, 1975). 

Recent educational reforms, designed to unify all forms of postsecondary 
education in Sweden along the lines of the recomendations of the J68 Concussion, 

i 0 

EJ^JC will affect the way institutions arc administered but will not radically chrmj: 
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their methods of finance. Institutions will continue to receive al] their ir.cvr.- 
froui government grants but there will be changes in the ray m which 'nice fur.de 
are allocated. One of the objectives of the reforms is to decer.tr. lise decid-n- 
making. A new National Board cf~ Universities ar.d Colleges ;.aa civ. : 1 : \ lo-7 0 + 0 
take charge of general planning and co-ordination of all branches of posteeor.dar 
education, including the submission of budget proposals for higher cl icaticn 
(National Board of Universities and Colleges, 1976). 

The budget for 1977-78, for example, distinguishes between allocations for 
(l) research, (2) basic general courses of higher education, and (3) loo-' and 
special courses of education ar.d training. Funds for research -.rill be allocated 
on the basis of facuxeies and subject areas, corresponding to traditional academe 
disciplines, but they will no longer be given exclu ivoly to universities - all 
institutions of higher education are expected to engage in research. Similarly, 
funds for basic general courses Kill no longer be allocated m terms of university 
faculties or subject areas but in terms of five vocational areas. Finally, furda 
for local and special courses will be distributed between six regional boards, 
reflecting the recent division of Sweden into six higher education regicr.s. 
Membership of t. regional boards includes representatives of teachers, students, 
and the "public interest", including local businesses, trade unions, and political 
parties (Duckenfield, 1977). 

It is too early to say how this new form of organisation will affect the dis- 
tribution of funds in practice. What seems clear is that the autonomy of univer- 
sity departments or faculties in Sweden will be lessened, with funds being distri- 
buted on the basis of vocational criteria and local labour market conditions rather 
than individual student demand for traditional academic disciplines. 

The question of how much student demand should be allowed to influence planning 
decisions has causea bitter controversy in Sweden. The old system of higher educa- 
tion in Sweden included "closed" faculties where the number of students adrr.t-u 

each year was strictly limited, such as medicine and engineering, ana "op-n" 
C o 

ERIC facu ltics where there were no restrictions on the number of students admitted. 
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:he original Parliament jry proposals, endorsing the recommendation of the U6S 
Commission, wouxd have extended The policy of restricted admissicnr to all aiv«r 
of higher edujrtion, so as in impose admission ceilings on such "open faculties" 
as h)unanitie a social sciences and theology. After an acrid debate, a compivi-Jcc 
was readied under which the old distinction between 'closed" and "cp-.n" cours r is 
maintained. However, institutional revenue will ao ..oncer be automatically 
linked with student numbers as it was in the past. Whether this will n>ean that 
admissions to higher education will i? fact be restricted in the future deperuj 
on whether total funds will be a f ed to grow and on how these total funds will 
be allocated by the National Board and regional boards* The new organisational 
structure of higher education may make it easier for the Swedish government to 
impose numerical ceilings by means of fi">ane'al controls rather than by decree 
creating more "closed" faculties. 

I • 5 United Kingdo m 

The finance of higher education in the UK differs from the pattern in other 
European countries in two important respects: \l) the division of expenditure 
between central and local government, and (2) the contribution of fees to total 
university income. Whereas state subsidies are provided almost wholly by the 
central governjr°nt in Prance, and predominantly by the Lender in Germany, the 
burden of financing higher education in the UK is shared between cenxivl and locr.l 
government. At the same time, Teed account for a larger share of university 
income than in any of the countries we have so far considered. 

There are two sectors of higher education in the UK, as there are in sever, tl 
other countries, but the two sectors are financed quite differ* .itly. British 
universiiies are financed fram central government revenue through the University 
Grants Committee (UGC). The UGC is often described as a "buffer" between the 
central government and the universities; it is responsible in the first instance 
to the Department of Education and Science, asd its function is to advise the 
£|^JC Department on university matters and to distribute to 'uiiversitie^ tic current ' n d 
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capital grants allocated by the government. In the past, the grants for current 
expenditure were announced five years ahead but this uy/: = ol quinquennial grants 
has been temporarily suspended due to recent public expenditure cuts. At present, 
British universities receive annual allocations for both current and capital o:ren- 
diture on the basis of their submissions to the UGC. Once the current grant i3 
awarded, univeraties are free to allocate it between departments or faculties as 
they like; however, they are expected to take account of the 'Memorandum of 
Guidance" issued by the UCC, which consists largely of targets for student nwbers 
and, in particular, the balance of numbers between "arts" and "science" students. 

British universities are jealous of their independence and prcud of their 
freedom to allocate funds without direct government, interference. There is auch 
disagreement, however about the extent of the freedom in practice. Some critics 
argue that the UGC now acts like a traditional department of government rather 
than a buffer (Pratt, 1975; Crowthcr Hunt, 1976), and others contend that the 
present method of channelling government subsidies through the UGC leads to ineffi- 
ciency, with each university trying to maximise its grant rather than to minimise 
costs r j. to maximise student output (Prest, 1966; Verry, 1977a). The question 
of h'w far British universities are really free from government control has been 
brought sharply to the fore by the government's recent decision to increase st..dent 
fees. In 1973/4, fee income amounted to only 4 per cent of all British university 
income (see Table 2), having fallen from over 30 per cent in 1939, to 15 per cent 
in 1951, to the present figure of 4 per cent. A new structure of fees was pro- 
posed in 1977 which increased fees for undergraduates from £182 to £C50 a year, 
and for postgraduates from £182 to £750 a year; overseas students, who previously 
paid more than home students (£416 instead of £182), will now pay the same fees as 
home students, that is, £650 or £750, 3r^ :> univcrsit.es were generally opposed 
to such large fee increases but since most home students have their fees paid in 
full by Local Authorities, the students 'hcmselves accepted the no-: fees with little 
more than a protest at the unfair treatment of foreign students. Under the new 
arrangements, fte income will account for about 20 per cent of all university - co-e 

JA 
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but most of this will still come from public fund:; rather than from students or 
their parents. 

TABLE 2; Sources of University Ircone, UK, 1 9^3/74 



University Grants Committee £'000 Per cent 

Non-recurrent grant for building 51,536 8.7 

Furniture and equipment grants 33,926 6.6 

Recurrent grant 349,734 58.5 
Rates grant 13,094 2P 



76.0 



Other income mainly from public sources 

Research grants (from research councils but 

also private foundations, etc.) 52,626 8.8 

Pee income (mainly paid by LEAs or research 

councils) 23,437 3.9 

Other income 

Payments for .'ervices rendered 13,532 2.3 

Receipts from catering and residential services 39,807 6.7 

Other general income (including trust funds) 15,914 2.7 



598,606 100.0 



Source: Department of Education and Science (l976a) 

Other public institutions of higher education in the UK, such as polytechnics 
and colleges of higher education, are administered by Local Education Authorities 
and receive grants directly from them. But the Local Authorities have three 
sources of revenue: ^ property tax knoun as "rates", fees and charges for certain 
services, and various grants from central government. The most important of the 
central government grants is the "rate support grant", being a block grant cove- 
ring all local government expenditure. One of the purposes of the rate support 
grant is to equalise the revenue available to different local a\thoritjcs, sc that 
the actual f.mount jf grant paid by the central government varies fron one authority 
to another. In 1976-77, the average proportion of local authority expenditure 

15 



covered by the rate support grants was cve"^ 60 per cent and education accounts for 
more than a third of the current expenditure of local authorities. It is clear, 
therefore, that a large proportion of the funds of the public, non-university 
sector of higher education in the UK cones indirectly from central government, 
even though the institutions in question are o;:ned and administered by local autho- 
rities. It is impossible to say exactly how large the proportion is since the 
rate support grant is a general grant, covering all items of local authority expen- 
diture, ana the allocation of resources between different services will vary frcm 
one authority to another. Moreover, since higher education is assumed to be a 
service which brings national rather than local benefits, polytechnics and colleges 
of education are financed by means of a common fund, known as the "pool", to which 
all local authorities contribute. 

V/hen all these complications of British local government finance are taken 
into ac;ount, it appears that well over half of all expenditure on higher educa- 
tion comes from central government revenue, either directly or indirectly. 
However, the fact that different types of institution receive government grants 
from different sources means that they are subject to different types of financial 
control. ^ocal authority institutions must satisfy more detailed regulations 
than universities. This has led to suggestions that the scope of the UGC should 
be extended, so that it covers all forms of higher education, but this raises 
complex questions about whether different methods of finance necessarily lead to 
differences in the degree of government control. At present, the whole question 
of the management of higher education in Britain is being studied by a government 
committee, the Oakes Committee, which is likely to propose changes in the mechanisms 
for financing non-university institutions in the future. 

II. Subsidies to Stud2r+3 



All European governments subsidi . .udents in higher education but there are 
significant differences between countries in the magnitude of the subsidy and also 
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in the type of aid provided. 1 France, Germany, Sweden and the Netherlands all 
make some use of loans but only in combination with grants or scholarships. The 
UK is unusual in providing only grants and successive British governments have 
declared themselves firmly opposed to the idea of student loans. Most countries 
apply some form of "means test", so that the amount of financial aid fvarded to a 
student depends upon the level of parental income. The assunption is that parents 
should contribute towards their children's living expenses if they can afford to 
do so. In return, parents are eligible for tax relief, and in some cases to 
family allowances, whil? their children are in full-time education. The one 
exception to this pattern is Sweden, where students are entitled to study assis- 
tance, regardless of the income of their parents or the income of their husband or 
wife; the only means test which is applied relates to the student's own inccne. 
On the other hand, Swedish parents of students in higher education are not eligible 
for tax relief. The Swedish system is based on the legal premise that you'ig 
people are financially independent fron the age of 19, whereas in other countries 
the age of financial independence that is legally recognised is 25 or even 27, as 
in Germany. 

Apart from grants or loans to students, and income tax relief for the parents 
of students, most governments provide additional subsidies for students in the 
fc -ii of lew-cost accommodation, travel facilities, free medical care or health 
insurance, and in some cases subsidised food and books. In Sweden, such indirect 
subsidies run to about 12 per cent of total government expenditure on direct 
student aid, and in Britain and Germany the proportion is 18 to 20 per cent. 
France is unusual in providing a much higher proportion of total student aid in 
this form. 

Most of the countries have recently introduced, or are planning to introduce, 
fairly radical changes in their systems of student aid. In Ceroany, the present 
system of grants and loans dates from 1971 and har, recently been subject to a 
number of modifications; in the Netherlands, the government proposed a new syrtia 
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of student aid in 1974 and work is still going on to finalise the details of the 
new system. In Sweden, the system of student aid was extended in 1974 and a new 
form of aid for adult students was introduced, including financial assistance for 
adults studying part-time. Nevertheless, the Swedish government felt that the 
whole system of student aid should be re-examined in the light of changing enrol- 
ment trends, particularly the high proportion of adults and part-time students \:ho 
are now taking some form of higher education. Therefore, a Swedish government 
committee was appointed in 1976 to review the entire system of financial aid for 
pupils and students in secondary and higher education, and changes may well be 
introduced in the current parliamentary session as a result cf this review. 

Thus, the pattern of subsidies for students in Europe is changing and, indeed, 
European governments appear more ready to introduce changes in student aid schemes 
than to jhange the methods of financing institutions. For instance, Germany has 
recently re-introduced student loans after experimenting for seme years with a 
system based entirely on grants, and Sweden has abolished the means test which 
used to be applied to the income of a student's husband or wife, a^d has also intro- 
duced interest charges for student loans in place oi the former system under which 
graduates repaid their loans at zero interest in terms of constant purchasing power 
(which amounts to an interest charge equal to the rate of price change). Similarly 
the Dutch government plans shortly to co-ordinate all forms of student aid, inclu- 
ding tax relief, interest subsidies on loans and grants, mto a single system of 
grants and loans, which will be available to all students in postsecondary education 

The remainder of this section gives a more detailed picture of the system of 
student aid in each country and the criticisms that have been made of existing 
systems. Tible 7 at the end of this section provides a brief, oversimplified 
summary of the mam features cf student aid in tho five countries. 

I I . 1 France 



France, as we have noted, is unusual among European countries in providing a 

rm of 
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> q high proportion of subsidies in the form of low-ccst housing and meal;; for stud^ntr, 
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as well as family allowances and tax relief for their parents. The amount made 
available directly to students as scholarsha ps f grants and loans is very limited, 
and only about 15 per cent of students benefit from such schemes. Another 
unusual feature of the French system is the payment cf salaries for "pre-employment 
contracts," to certain students \;ho intend to beccme teachers or public servants. 
This form of aid is highly selective: it is offered as a reward for ability and 
as an inducement to the most able students to enter particular occupations. In 
other words, the objective 01 the scheme is tc re^iiit manpower which is thought 
to be in scarce supply rather than to assist low-income students. Those who 
receive such payments undertake to work in the public sector for a certain pericd; 
if they later break this - Jidertaking, the money must be repaid. Pre-employment 
contracts are declining in importance: in I960 they accounted for 20 per cent of 
all governmental aid to students, but in 1974 the proportion was cni.y 12 per c^nt 
(Orivel, 197 r ). 



TABLE 3: Distribution of Aid to Students, France, 197^ 

(percent 



Scholarships, loans and grant 3 46 

Pre-employment contracts 12 

Food and housing subsidies 35 

Medical subsidies 7 



Total 100 



Source : Or.ivel ( 1975 ) 

Table 3 shows that scholarships and grants accounted for less than half of 
the total aid to French students. A small number of short-term leans are also 
available at 5 per cent interest. But these direct forms of aid amount to very 
little more than the governments expenditure on subsidised housing, subsidired 
catering, and free medical facilities for students under the social security system 
Even more important are tne various types of aid to students 1 families. VHien 
those riro added to the aid provided to students, it turns out that tax relief for 
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students' parents plus family allowances for children in full-tuio education exceed 
the financial act* ^stance given directly to students (foo Table 4). 



TABLg ±: Distnb^ ion of T c£ ' 1 Student Ai d, prance , 1 974 

(perct ; ta rs ) 



Scholarships, loans and grants 25 

Other subsidies to students 27 

Tax relief for parents 32 

Family allowances 18 



Total 100 
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Source. Orivel (1975) 

Since such a high proportion of aid goes in the fern; of tax relief to students' 
parents, it vrould appear that the pattern cf aid to students in France is biased in 
-favour of high income families. Although scholarships are means-tested and are 
av;arded oily to student/, from lo;; income families, pre-employment contracts are 
awarded on the basis of academic merit rather than financial need, and subsidised 
housing and food benefits only those students *.;ho cheese to live in the cites 
universitaires rather than at heme. Tax relief, on the other hard, is available 
to all but its value necessarily increases as parental income increases. The 
result of this mixture of selective and universal subsidies makes it difficult to 
convincingly demonstrate the true incidence cf the benefits from student aid in 
France, but on balance it must surely be the richer rather than the poorer students 
who benefit most. At any rate, one French study cf the equity implications of 
French educational expenditure concludes that student aid has had little tendency 
to equalise access to higher education (Lovy-Garboua, 1975: see also Mingat, 
1977, chapter 3). 

In the past fc;; years, the amount of aid in the form of scholarships and loans 
has not kept pace uith rising student numbers and rising prices. Th^ result is 
that state aid per student has been declining in real terms, Orivel (l?~o) esti- 
mates that it fell from Frc. 2,019 in 1965 to Frs. 1,309 in 1975. This means 
that the private costs of higher cducagfcjjyn in France have been rising. In 1975 f 



17 

total state aid for students in higher education amounted to about Frc. 2,500 
million, and it was estimated that student expenditure was about Frs. 10,000 
million, so that state subsidies covered only a quarter of students 1 actual money 
outlays. In other words, the policy cf free tuition by no roans implies that 
higher education is free to the individual student or his family. In addition, 
one French estimate for 1970 suggested that earnings forgone represent 70 per cent 
of the total resources cent of higher education in France and direct Franeh sub- 
sidies to students cover only 12 per cent of these earnings f:rgone (Orivrl, 1975 i 
Levy-Garboua, 1977). In fact, Orivel estinates that if earnings forgrvt are taken 
into account, students and their families contribute about half the total resource 
costs of higher education in France. 

II. 2 Germany 

Financial aid to students in Germany y like financial aid for university 
building, was designated in 1969 as the joint task of both the Federal and state 
governments. The Federal government passed a new Educational Support Bill (3Af9g) 
in 1971 t which set up a new system of grants for students in higher education to 
replace the old system of loans known as the HciViei-Xciell (see Roeloffs, 1976). 
For the first few years of its operation, the BAffig scheme relied solely on grants 
but in 1974 a loan element was introduced. A student who is entitled to the 
maximum support now receives about 20 per ^ent of aid in the lorn of a long term 
interest-free loan, with the remainder of aid being given in the form of a grant. 
All student aid is means-tested, how:^ er, and if a student receives less than the 
maximum award, the loan nay account for more than 20 per cent of the total (all 
students repay the same amount, being about DM 80 a month). This scheme is 
administered by the Lender but it is financed jointly by the Federal government 
and the Lender, with 65 per cent of the expenditure coming from the center and the 
rest from state governments. 

To repeat: all German student aid is awarded on the basis of fnr.ily income 
and in 1974-75, 45 per cent of all students in higher education received awards. 

21 
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A student is not regarded ar financially independent until the ace of 27 but when 
the scheme was first introduced, students were permitted to take out low-interest 
loans if their parents revised to give +hem financial support. However, this 
option was eliminated in 19 76 and parents can now be tfJken to court if they refise 
to support their children when the authorities judge that they can afford to do so; 
In order to sinplify the job of calculating a student's entitlement to a grant or 
loan, the amourt of support due to a student is calculated on the basis of his 
parents' income two years earlier; as a result, income tax assessments can be used 
as a basis for the calculation. This has caused considerable problems since steep 
rates of inflation, coupled with fluctuating incomes and unemployment, in recent 
years have meant that some families have lower current real incomes than they had 
two years ago. It may also mean that a student who is half-yay through his course 
may suddenly find the level of his grant cut simply because his father had a pay 
rise two years ago. In exceptional cases, a student's entitlement may be assc-..s-d 
on '/ne basis of his parents' current income and the past few years have seen a 
considerable increase in the number of such applications. 

After graduation, Lhe student begins to repay nis loan at the rat<- of DM SO a 
month, but those with low incomes may pay less and those who are unemployed, volun- 
tarily or involuntarily, are excused repayment. Thus, there is no negative-d ... / 
problem for married women who do not work. Some graduates repay their interest- 
fiee loans in about five years but thos* with low incomes, or those who received 
all their support in the form of a loan (for instance, if they changed courses or 
are taking a second qualification), may take up to 20 years. 

When the loan element was introduced into the system in 1974, the bitter pill 
was sweetened by an incresse in the level of support available. The original 
BAfog bill of 1971 stipulated that levels of supi rt would be adjusted every two 
yep.rs, so that another increase was due in 1976. However, this increase was post- 
poned as part of the Federal govp.nment's measures to reduce public expenditure. 
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II. 3 Netherlands 

The existing systerr of student aid in Holland includes grants, lc;, interest 
loans, subsidised housing and meals;, and tax relic ' and farul^ allcwr..ces for 
students' paients (see Table 5). S+uients fro:;] ] o;;-incone families receive aid 
in the form of chants and interest-free loans m tne proportions 3:2. All aid ir 
means tested and students with higher family incomes r'ceive nc aid at all except 
for tax relief and family allowances given to their parents. This system has 
been criticised as inequitable because tax relief is worth mere to families with 
higher incomes, while students from low income families are driven to incur debts. 
The Dutch government has therefore proposed a Lev system of student .ixd, which ;:ill 
abolish tax relief and family allowances, instead providing all students with a 
basic grant towards living expenses. There will also be means-tested , supple- 
mertary grants for students from low income families and, in add: tic-, any student 
may choose to take a government-guaranteed loan from a commercial bank at subsi- 
dised interest rates (in 1976, the rate of interest on student loans backed by a 
government guarantee was 8.75 per cent). 

TABLE 5: Distribution of Tot^l Student Aid, t he 
Netherlands, l cr '^-?5 \eer rcr.-c-r es ) 



Grants to students 27 

Interest subsidy for student loans 12 

Tax relief 8 

Family allowances 53 



Total 100 



Source: Council of Europe ( 1976 ) 

The Dutch governments proposal for a nc;; system of student aid is not 
) expected to involve any extra expenditure. In 1974-75, reverse from fees amounted 

to less than 5 per cent of total expenditure on student aid. Under the new system, 
all tuition fees will be abolished but the lost revenue will be deducted from the 

*ERXC t0tal StudCnC aid bud S et ' 80 lhat > in the v ' 0ld - of a Ministry of Education 
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information sheet, "j collective tuition fee will bo charged" (Ccancil of Europe, 
1976), Most of the amount allocated for student support will now be given jn the 
form of grants but a smaller proportion than before will be giver, as interest sub- 
sidies for voluntary loans from corvcerc.nl banks. 

It is interesting that the Dutch government actively considered introducing 
a graduate tax to replace tuition fees on the grounds that thin would oe more 
equitable than the present system of state subsidies. This proposal had to be 
dropped for "practical reasons" but a report submitted by the Dutch Ministry of 
Education to the Council of Europe states: 

"The Netherlands Government regrets that it has not prove possible 
to recover through taxation a substantial amount of the cost of their 
education from graduates, mere especially as the gcvernmen J considers 
that in any case it is desirable tc do something about the privileged 
position of higher education students by some such means. The govern- 
ment's intention of abandoning the above method is based purely on 
practical considerations. Government policy m this respect will be 
pursued by seme other means" (Council of Europe, 1976). 

II. 4 Sweden 

The Swedish government provides three forms of financial support for students: 
(l) upper secondary school pupils receive s+udieh.ifllp (usually translated as study 
aid); (2) students in higher education receive studienedel (study means); and (3) 
adults who take leave from work to take part ^n full or part-time education or 
training receive studiepennin* (study benefit). The fact that three different 
terms are used for the three forms of assistance does not, however, mean that the 
three types of subsidy are viewed in isolation. In fact, the Swedish government 
attempts to co-ordinate thj three types of assistance, so that all students are 
catered for; for example, part-time students in Sweden are entitled to financial 
assistance, unlike some other European countries where aid is available only to 
those studying full-time. 

Two features distinguish the Swedish system of aid for students in higher 
education from the other countries we have described; much more use is made of 
loans than in many other European countries, and state assistance is provided for 

24 
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all students regardless of parental means. Students arc assumed to ho financially 
independent at 19 and from x976 onwards even a husband or wife's mcoijie is dis- 

^ regarded when assessing a student's eligibility for aid. In 1974-75 > the propor- 

tion of students who received stat? aid was 70 per cent and tnJs proportii is 
likely to be even higher in 1977/78 as more married students are now eligible. 

^ All students receive a basic grant to which a long-term loan is added. When 

the present scheme was first introduced in 1964, the grant amounted to a quarter 
of aid pe^ student and the remaining 75 per cent tool*: the form of loans. Since 

^ 1964, the total amount of aid has risen each year in line with the cost-of-living 

index but the level of the grant has remained fixed. This means that the loan 
element has increased; in 1968 it accounted for 78 per cent of aid per student, 

^ and in 1975 for as much as 85 per cent of the total. 

Yfhen the loan system was first established, all graduates repaid their loans 
in terms of constant purchasing power. This was done by expressing their d:-bt in 

^ terms of the "base amount" of the social security system. All social security 

payments, including pensions, unemployment benefit, and student aid itself are 
expressed in terms of this base amount, which is linked automatically to the cost 

& of-liviug index. Thus, if prices rise, students receive more but at the same 

time the debt of graduates is also increased. Because this method of repayment 
takes account of inflation, no interest was charged for the loan. T hi^ system 

h worked well during the sixties when inflation rates were modest, but during the 

seventies, when the cost of living rose sharply, students were reluctant to under- 
take the open-ended commitment which such e scheme implied. In consequence, the 

I system was changed to a conventional loans schemr charging interest at 3.2 per 

cent a year. Thus, while 85 per ocnt of student aid is given in the form of a 
loan, there is still a considerable elemeit of subsidy because of low interest 

j charges. 

The loans are also very long-term. Graduates must repay the debt by the time 
they reach 50, which means that in practice most graduates have up to 25 years in 
) which to repay. There is an important "insurance" clement buiH into the sys 
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Graduates who have low incomes, or who are ill or unemployed, are automatically 
e\cunei repayment if their income fails below a minimum level; in 197.1, about 1^ 

* ] or cent of all graduates postponed repayment for such reasons. 

The level of student aid is high in Sweden, compared with most ether countries 
A Swedish survey of student income and expenditure (S./flrd, and others, 1968) showed 

1 that more than 60 per cent of the average student income in 1968 was derived from 

genernmont aid and the proportion is probably higher today. Critics of loans 
schemes in other countries claim that loans will deter both working-class and fersal 

1 btudents from entering higher education. This does not appear tc have happened m 

Sweden where the social class composition o" students in higher education compares 
very favourably with other advanced countries in the world ard whe^e female labour 

► force participation rates are relatively high (Woodhall, 1970) • 

II. 5 United Kingdom 

► Britain is alone in Europe in providing all student awards in the fora of 
grants rather than loans; the proportion of students receiving grants (90-92 per 
oent of full-time students) is also ir.uch higher than in most other countries. All 

► Eritish undergraduates who qualify for a mandatory award, which includes almost all 
students taking a full-time first degree course, receive a basic grant of £50, but 
any additional award is dependent on parental income. In 1972-73, about 8 per 

s cent of all student award holders received the minimum grant because their parents 1 

net income was relptively high, and 21 per cent received the maximum grant becauro 
their parerts 1 income was relatively ?.o\y t the remaining 71 per cent received 

I amounts v&rying according to the parental means test. In addition to these 

"mandatory awards", there are certain other discretionary grants awarded by local 
authorities, typically for lower-level courses. All student grants are adminis- 

( tered by Local Education Authorities but a very high proportion of the finance 

come? ultinately from central government through grants tc the local authorities. 
In recent years, the means test has been much criticised in Britain on the 

I grounds that many parents cannot afford to pay the "assessed contribution" which 
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is assumed for purposes of calculating the level of a student's grant. The 
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National Union of Students (NUS) in Bri+- 'n argues that it is quits unreasonable 
to expect parents to contribute towards students' living expenses until they reach 
the age of 25 unen young people in fact reach their legal majority m Biitain at 
the age of 18. A number of surveys of students' income have shown, that many 
British parents in fact contribute less than their "assessed contribution" (Depart- 
ment of Education and Science, 1976b; Rudd, 1975; and Rudd, 1977) and the aboli- 
tion t. the means test no;/ has a very high priority on the list of I7J3 demands. 
However, it ..as estimted in 1973 that it would cost about £40 million to abolish 
the means toot, .--.presenting about 27 per cent of government expenditure on student 
grants. Parents do in fact reec ve income tax relief, which is assumed to com- 
pensate the-a for contributing towards students' living expenses; in fact, the total 
cost to pu_iic funds of this type of cax relief is considerably smaller than the 
total "parental contribution" fssumed ir student grant calculations. 

Since it is clear that some students do suffer because their varor.ts are 

living 

unable or unwilling to contribute sufficiently to their/expenses, sore British 
writers have suggested *• at loans _.,ould be made available to supplement grants. 
Many others have advocated moi- widespread use of loans but there are as many- 
opponents as advocates of student loans in Britain (see Woodhali , 1970; Mayr.ard, 
1975). On the whole, the British debate about loans is characterised Ly heat 
rather than light. Assertions and counter-assertions are presented without much 
evidence. In particular, the experience of other European countries with leans 
is steadfastly ignored in British discussions. Indeed, the fact that loans are 
common throughout continental Europe is not generally appreciated m the UX. In 
1973, the Expenditure Committee of the House of Commons recommended tnat loans 
should be introduced for postgraduate students, coupled with free tuition and a 
basic grant for all students to cover part of their maintenance costs, which would 
not be means tested. In other words, what was recommended was very clcse to the 
Swedish model. Without explaining any of the details of the foreign experience 
with loans schemes, the Expenditure Committee concluded: "We are satisfied tnat 
such schemes are practicable, that they help to contain public exp-nditure and 
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that they could contribute to a re-orde "ng of priority s in education expenditure 
to promote equality of opportunity" (Expenditure Committee, 1973). However, in 
1976 the British government announced that it had no intention of introducing 
loans for students, and it denied that the saving involved in a loans scheme for 
postgraduates vould be large enough to justify their introduction (see Verry, 1977b, 
p. 92). 

The fact that all British student aid is in the form of grants and tax relief 

for students 1 parents, together with the fact that British student grants cover a 

much higher proportion of earnings forgone than in most other countries, implies 

that British students enjoy greater subsidies than in most other European countries. 

Some calculations in 1969 suggested that otate subsidies compensated undergradu: tes 

for almost 70 per cent of gross earnings forgone, compared to only 30 per cent fcr 
school 

a secondary/pupil staying on for a year after the minimum school-leaving age (see 
Table 6). These calculations are by now somev/hat out of date because the real 
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TABLE 6: Estimates of Earnings For^on 


e and the 


Public 


Sector 


Contribution to Students or their 


F^mlj es 


UK, 196 


Q 
















For a 15- 
old. 


year 


For an under- 
graduate 


• 


Earnings forgone 










Gross pay 


315 




815 




Less vacation and 
teaching earnings 






GO 


• 


Net earnings forgone 


315 




755 


Public sector contribution 
(a) By loss of revenue 










National insurance 
(Employee 1 s contribution) 


30 




45 


• 


Income tax of student 


5 




125 




Income tax of parent 


60 




1 

70 




(b) By award 








• 


Maintenance award, less element 
books and parental contribution 


for 




265 




Total 


95 




505 




Balance carried b" individual or his 
family 


220 




250 
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As a $ of Gross earnings forgone 


70 




'51 


Source: Department of Educatigigand 


Science (l 


mn , p. 


28). 
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Vclu. of t ;uden t r^ants has significantly declined since 1969 (Williams, 1974). 

Nevertheless, it is still \,ruc to say that state subsidies to students represent 

a much greater proportion of earnings forgone in the UK than in, say, France. 

All this implies that the financial barriers to more schooling in Britain 

are con* jntrated at the point of finishing secondary education rather than at the 

point of entry to higher education. 1 This helps to explain why the proportion of 

working class pupils that drop out of the educational system is not very different 

2 

in Britain from what it is elsewhere in the world despite the fact that student 
grants to cover maintenance costs at college or university are more generous in 
Britain than perhaps anywhere else in the world, 

III. Implications of Alternative Patterns of Subsidy 

We have sho;/n that the predominant method of subsidising higher education in 
Europe is by means of grants to universities and colleges to cover virtually all 
tuition costs combined with grants and loans to students to help them to finance 
from a quarter to as much as two-thirds of their living costs (see Table 7). This 
pattern of subsidies has been criticised on three grounds: (l) higher education 
institutions are liable to government control whatever the ideology of state action 
in a country if all or most of their income derives from government; (2) it is 
inefficient to subsidise the whole of tuition coots since this provides no incen- 
tives to institutions to allocate their resources efficiently; and (3) it is 
inequitable to force taxpayers to finance the bulk of higher education costs 

because the average taxpayer has a lower income than the average graduate of ter- 
3 

tiary education. These criticisms raise two quite different questions. Firstly, 
what should be the optimum level of subsidy for higher education and, secondly, 
what is the best method of providing that subsidy? 



1. This point is further developed by Paichaud (1975). 

2. For some recent comparative data, see Vcr x y (l97 7 b, p^. 67-71) , 



FRIC 5# See Verry ( 10 " 7b > P- 56) for references to the European literature on the 
bJ^L grants-loans debate. 29 
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T ABLE 7: Suimnnry of Student Aid Schemes in thy Five Countries, 1914/15 





France 


Germany 


Netherlands 


S.:eden 


U.K. 


Type of direct finan- 


Grants, 


2V?o Fixed 


60$ Basic 


15fo Fixed 


All 


cial aid to students 


Loans , and 


Loan + BOfo 


Grant + 


Grant + 


Grants 




Pre-employ- 


Supplemen- 


40/S Loan 


85/S Supple- 






ment; 


tary Gra^t 




mentary 






Contracts 






Loan 




Percentage of students 


15 


45 


38 univer- 


70 


92 



receiving direct state 
aid 



sities, 50 
higher voca- 
tional edu- 
cation 



Maximum award per 
student (at exchange 
rates in December, 1974) 


#2,099 


#2,489 


#2,988 


#3,086 


#1,500 


Arc awards related to 
parental income? 


Yes 


Yes 


Yes 


No 


Yes 


Do students 1 parents 
receive tax relief or 
family allowances? 


Yes 


Yes 


Yes (to be 
abolished) 


No 


Yes 


Tax relief as fo of 
direct aid to students 


180 


X 


16 
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Indirect aid (housing, 
food subsidies, health, 
etcetera) as fo of 
direct aid to students 


100 (of 
expenditure 
on grants) 


20 


X 


12 


18 


Are fees charged? 


Yes but low 


No 


Yes but lov/ 
(to be 

abolished) 


No 


Yes but 
covered 
by grants 


Interest Rate on 
Loans (fo) 


5 


None 


None, pro- 
posed 8.75 


3.2 




Maximum period of re- 
payment of loans 


Variable 


Variable 
up to 20 
years 


10 years 


Variable up 
to age 50 




Does repayment of loans 
vary with student's 
future income? 


No 


Yes for 
lov; and 
zero 
incomes 


No 


Yes, repay- 
ment post- 
poned if 
income less 
than certain 
level 




Percentage of average 
student income derived 
from state aid 


"5 (inclu- 
ding indirect 
subsidies) 


40 


65 


over 60 


54 (70 
during 
tc^ni ti&e) 
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Source: Woodhall (ly/7) 
Notes: — means not applicable 
X means not available 
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Why 3houLl governments subsidise higher education at all? The economic case 
for subsidising higher education is typically posed in terms of a comparison bet- 
ween the excess of marginal social over marginal prjvate t^icfiU, cn the one hand, 
ami the excess of marginal social over marginal private costs, on the other. Corn- 
paring the private rate of return to higher education with the social rate of 
return, the invariable tendency of the latter to fall below the forcer is taken 
to be a sign that subsidies are excessive 'inless effect by ;i) positive marjunal 
externalities; (2) positive nonpecuniary benefits exceeding tho p-ychic disutility 
of studying; and (*5) capital-market imperfections inhibiting individuals from 
borro;;i 7 against the future returns of higher education. Unfortunately, little 
progrot has been made in quantifying (l) and (2) - the fore- of (3) is dissipated 
wherever there is some use of leans and hence every economist is likely to reach 
a diffei t judgement a at the optimum level of subsidy of higher education in 
the light . his casual assessment of the magnitude of (l) and (2). 1 In short, 
economic analysis at best affords a presumption on grounds of efficiency that the 
level of subsidy to higher education is almost everywhere too high but it cannot 
convincingly demonstrate its claim against all possible objections. 

Moreover, governments subsidise higher education, not just for efficiency 
reasons but also for reasons of equity, not to mention various other social and 
political objectives, and the order of priority among these multiple objectives 
is liable to constant change. The point is well expressed in the Dutch govern- 
ment memorandum on the Contours cf a Future Educati^o System in the neth^rl^as. 
emphasising the shifts that have taken place in the arms of educational legirla- 

5 



tion in the Netherlands since the end of V'orld War II: "At f; r^t the over-riding °° 
consideration was the protection of the most defenceless members of society against 
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^ 1. The recent popularity of the "screening hypothesis" has complicated th:-t O 

assessment: if firms scrc2:i potential employees in terms of education:.! 
credentials, each individual is motivated to olcnin additional edac'it:c:j 

to provide a "signal" of his superior qualities; as more rnd mere ind..- . , 

viduals of a given ability attain a certain lrvl of edacrtt.on, there °Q 
with superior abilities are induced to attain otilj higher levels of eda- 
^ ^ cation; the inevitable result of screening, therefore, is overinveot: *ni 
FRIC in oducation ancl its rcnedy is a reduction in subsidies to higher cduoa- 
Ha^aaa tion. The validity of the screening hypothesis, however, remains contro- 
versial, ] 
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exploitation; later the emphasis fell on the need for skilled and professional 
manpower, while m the last years especially, the right of the individual to 

^ develop his full potential and the need to prepare him for a place in society 

in the broadest sense have gained the upper hand" (Government of the Netherlands, 
3976). It is vain to pretend, therefore, that we can appeal to any general 

^ principles that would specify an optimum level of subsidy to higher education, 

much less to general principles that would show that the present level of subsidy 
in Europe is somehow excessive. 

* But suppose it were agreed that the optimum level of subsidy to higher educa- 
tion is scrje positive number, one might still ask whether the existing subsidies 
to higher education are excessive in the light of alternative optimum subsidies 

^ to health, housing, public transport, etcetera. In short, let us compare the 

social rate of return to higher education with the social rate of return to health 
care, to nunicipal housing, to highway construction, and so forth, because invest- 

^ ment in nigner education must ultimately compete for puoiic rums with every other 

type of investment. 

Of course, this route to an answer is beset by even more difficulties than 

* tnose that confront the quantification of the externalities ^nd net psychic bene- 
fits of hijher education. Nevertheless, there is no doubt that recent fears of 
rising pi lV lic expenditure in the face of inflationary pressures have caused 

* opinion in some countries to swing against the further expansion of higher educa- 
tion almost as if a crude comparison of alternative rates of return to various 
components of public expenditure had revealed the fact of overinvestment in higher 

I education. In Germany, Sweden, and the Netherlands, as we have seen, there have 

bee^ moves in recent years to seek ways to restrict admissions to higner education 
(see also Gordon, 1976). Curiously enough, such moves aie rarely accompanied by 

> reductions in the level of subsidy that might discourage demand for higher educa- 
tion. To the extent that subsidies have been reduced, they have been reducpd by 
stealth: student grants have not kept pace with inflation in either Britain, 

*rr>^ Prance, or Germany. But no European government has advocated a fall in the real 
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value of student aid as a matter of policy* Governments appear to be unalterably 
committed to maintaining the present level of subsidy to students despite the fact 
that it could be lowered almost everywhere without significantly diminishing 
private incentives to acquire higher education* It is clear that governments 
prefer to control the size of tertiary education by administrative fiat rather 
than by the private purse. 

The obvious explanation of this phenomenon is that equity considerations have 
usually taken precedence over efficiency considerations in determining the appro- 
priate level of subsidy to higher education. Host European governments argue that 
it is necessary to provide free education at all levels and also to subsidise 
students 1 living expenses in post-secondary schooling so as to guarantee "equality 
of educational opportunity' 1 . But there is ample evidence that the provision of 
free tuition, combined with grants and lo T .v-interest loans for tertiary students, 
has not in fact achieved equality, at least as measured by trends in the social 

Cla?S COHjpOSi+i nn ^ F+nrton + cj -in hixrhpr oHnr^tirm th mux/hout EurOne (see OECD. 

1975) . Besides, since those that bear the costs of the subsidies are not identical 
with those that enjoy their benefits, there is alv:ays the question of whether the 
existing pattern of subsidies to higher education actually succeeds in equalising 
incoDie3. 

All of which- is to say that the debate abort the equity of alternative methods 
of financing higher education has confused two quite separate questions: (l) hou 
can we equalise opportunities for students from high and low income families?; and 
(2) ho;; should the costs of education be shared between high and low income tax- 
payers? Fcr example, the case for aiding students by means of grants rather than 
loans is based on the notion that poorer students are discouraged by c loans scheme 
from undertaking higher education, being risk averters who lack confidence that 
higher education wall in fact result in higher incomes. But if repayment of loans 
is made income-contingent, or if instead the loan is financed by a graduate tax, it 
is not at all obvious that loans would in fact discourage students fron lou rather 
O than high income families* Income-contingent loans are, after all, a form of 
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insurance against the risk of low iucome and it is precisely lo.v income families 
who are peculiarly affected ->y capital-market imperfections for ;;hich a government 
loans scheme is supposed to provide a solution. Thus, it is at least plausible 
to argue on a priori grounds that a greater reliance on loans rather than grants 
would actually inprove the social class composition of students in colleges and 
universities (sec Vcrry, 1977b, pp. 84-5). 

3e that as it may, if the objective of the subsidy system is to create 
"equality of educational opportunity 11 , its success ought to be judged solely in 
terras of the social class composition of students independently of the taxes paid 
to finance the subsidies. If, on the other hand, the objective is the more ambi- 
tious one of equalising the distribution of personal income, then of course both 
the incidence of benefits received and the incidence of taxes paid must be included 
in a total assessment of subsidies. Eut in that case what is relevant is, not the 
current distribution of beneficiaries and the current distribution of taxpayers, 
but the entire distribution of lifetime incomes of both beneficiaries and taxpayers. 
After all, the benefits of higher education are not enjoyed by the same generation 
that pays ta.:es. Subsidies to higher education involve an intergenerational trans- 
fer of income and such a transfer cannot be evaluated dimply by comparing the dis- 
tribution of students by current family income v.ith the distribution of taxpayers 
Ly current income classes."^" 

Unfortunately, we are never likely to be furnished with suitable longtitu- 
dinal data on personal earnings by education and taxes paid out by levels of family 
income. We are forced, therefore, to infer the lifetime distributional effects 
of the subsidy system from current data. To get a handle on the oroblem, let us 
divide all families into two classes, "rich" and "poor", depending on whether 
family income is greater or less than average household income in the community. 
We may assume that more "rich" students attend higher education than "poor" students 
and that "rich" families hav ^ higher lifetime income streams turn "poor" families 



t q 1. See Miklius (1975) summing up the inconclusive American debate on the dis- 

jIj^jjQ tributional effects of public higher education. , 
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throughout their lives. On the other hand, "rich" families alco 

have higher lifetime tax streams than "poor 11 families again at each and every 

' age, and thus taxes to finance subsidies for higher education woula 3eem to 

satisfy the principle of ability-to-pay. Moreover, while lifetime chances of 
enjoying the benefits of higher education rise with the level of family income, 

1 so do taxes, thanks to the system of progressive income taxation, and again it 

would appear that the beneficiaries of the subsidy system pay their o;;n way. 

Having said this much, it is evident that the net distributional effects of 

f the subsidy system in the real world depend upon t;;o considerations: (l) is the 

incidence of the entire tax system sufficiently progressive to offset tl^ rc>ally 
"progressive" incidence or access to subsidies, that is, the tendency of th3 

1 average subsidy per family to rise with the level of family income?; ana (2) is 

the tendency of seme students from uhat are now "poor" taxpayin^ families to 
become the "rich" income earners of tomorrow greater than the opposite tendcr_cy 

1 of some of the children of the "rich" to sink in the social structure as tire 

passes? A positive answer to both questions implies that subsidies to higher 
education necessarily equalise the distribution of lifetime incomes. And even 

* if the answer to only one of those two questions were positive, it would still 

be true that the subsidy system zight well tend to equalise the distribution of 
lifetime incomes. 

! On the evidence available, at least for the United States, the second question 

must be answered negatively, and that immediately implies that we cannot arrive at 
a knock-down conclusion about the final distributional effects of subsidies to 

i higher education. Eut the nub of the difficulty of arriving at any conclusion, 

whether firm or not, resides in the first question. Most tax systems in the 
world are not progressive throughout the entire range of incomes because the pro- 

i greoflive effects of direct taxes are neutralised by the regressive effects of 

indirect taxes. Roughly speaking, and wildly generalising, the evidence suggests 
that tax systems are typically proportional throughout the medium range of incomes, 

\ being somewhat regressive in the lower tail and highly progressive in the upnor 
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tail of the income distribution. Thus, if it were true that higher education is 
confined exclusively to the children of tae very rich, it night uell follow that 
* the subsidy system does in fact imply an equalising transfer of net incone. But 

of course it is not true: the bulk of students in higher education in most coun- 
tries coma from families in the second and third quartile of the income d^stribu- • 

> tion, paying taxes roughly in proportion to incone. Hov/ever, throughout this 
long range of medium incomes there is a persistent tendency for participation in 
higher education to increase with levels of family income. On balance, therefore, 

> it is extremely likely that the subsidy system tends to increase the degree of 
inequality of lifetime incomes. Variors attempts have been nade to measure tho 
distributional impact of public educational expenditure in Europe and, decpite 

I the problems inherent in such measurements, they po\nt to the conclusion that 

higher education subsidies favour families in the upper half of the income dis- 
tribution (c$ee Eicher and Mingat on Frarce in OECD, 1975). 

I V/e can strengthen this general conclusion by returning to the original dis- 

tinction between the distribution of benefits from subsidies and the distribution 
of taxes to finance these benefits. It is easier to change access to higner 

I education than to alter the distribution cf incone and it is torturous reasoning 

to approve a fiscal policy that canrot satisfy an easy criterion - to produce a 
class composition, of students in higher education equal to the class composition 

) of families in the population - because it may possibly satisfy a difficult cri- 

terion - to equalise the distribution or income through time. Thus, the burden 
of proof in the grants-loans debate continues to rest on those who advoca le grants, 

) Apart from the question of aiding students by grants rather than loans, there 

is also the question of how to provide the aid that is furnished to institutions. 
There are those who argue that it would be efficient to give a much greater share 

f of the total subsidy to students rather than to institutions, so a3 to force insti- 

tutions to compete with each other for students and, therefore, for funds. But 
it is not obvious that such a change taken by itself would produce that effect. 

\ O Por example, British universities have recently increased the level of fees but 
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the majority of British students have their fees paid in full from public funds, 
which means that the government will still be the principal source of university 

^ income. Thus, the policy of pacing grants to students to cover fees will work 

in Britain in the same way as a policy cf making grants to institutions based on 
student numbers. The main effect of the change will be to make the size of the 

^ subsidy more obvious and this, of course, is no small difference: open rather 

than hidden subsidies promote the accountability of institutions. Nevertheless, 
to give bite to the policy of aiding students rather than institutions, fees would 

* have to be related to the widely varying costs of tuition in different subjects, 

and this is an idea that apparently strikes most European Kinistries of Education 
as too radical to be entertained. 

I 

.Conclusio n 

j In drawing conclusions about recent trends in subsidies to higher education 

in Europe, it is convenient to set out two extreme models, one in which the level 
of subsidy is maximised to cover ICO per cent of the private costs of higher edu- 
cation both direct and indirect, and another in which the level is minimised but 
not necessarily set equal to zero (because, say, the externalities cf higher 
education are thought to be positive, or because some subsidy is regarded as 
necessary to provide equality of access). The first model might be represented 
as a more extreme example of the British case in that almost all of UK higher 
education students are subsidised for the whole of their fees and fur as much as 

^ 70 per cent of gross eariings forgone. The second model cannot be represented, 

even in exaggerated terms, by any individual country. It is a model in which all 
higher education institutions would charge fees that covered the total cost of 

^ educating a student in a particular subject and in which students would be pro- 

vided with guaranteed loans from either private banks or public funds at commer- 
cial rates of interest. No student and no institution of higher education vould 
be eubsilised directly and all subsidies to higher education would therefore 

ERIC disappear except insofar rq defaults on loans would have to be financed. 



In between the:>< I wo e:div.\e models, ;.c have a hierarchy of lewis and types 
of snbnj.dj.es ranging fre:r th'j ^axjuun to the r.miaun end of f\e continuum. As 

* we have r;?en, the t-jiidcncy thi ; . , : out Eurst--- is to abolish tuition foes and this 
immediately implies a dofin-.t': 1 -.el of s-nsidy, depending on the costs of tuition 
in different countries and t:.. distribution of students between high-cost science 

* subjects and low-cosl liber:,! art-, subjects. But Given this definite level of 
subsidy tr ^stitutiens, the I^.vl cf student aid that is added on +op of it may 
approach either end of the co/.iivjur. Student aid ray consist solely of grants 

* that in effect constitute a livirj -. age and student parents may be provided 
with generous tax relief, thus n?\ii: ising subsidies to students. Alternatively, 
the system of student aid may resist entirely of loans at commercial rates of 

) interest, thus minimising sulci lies to students. 

It js evident that most countries on the continent of Europe fall somewhere 
in between the two extremes cn th? issue of student aid. There is a general 

) tendency to lean more heavily on loans and there is also a universal tendency to 

subsidise loans by charging interest rates below commercial levels. But there 
is no consistent pattern in tne fraction of students aided directly by grants or 

> loans and indirectly by food and housing subsidies and there is also no consis- 
tent pattern in the level of tax relief afforded to stamen cs 1 families (see 

Table 7). What appears to be missing in all the recent changes that are taking UJ 

— J 

) place in student aid schemes throughout Europe is some set of general principles ^ 

— J 

that could distinguish between more and less desirable changes. ^ 
We bring our argument to a close by setting out one such set of principles. >- 

► We argue, first, that all higher education institutions should charge tuition CO 

fees that represent a significant proportion of the total costs of education - the ffi 

00 

argument here is one of institutional autonomy and internal efficiency. Next, we 
) argue that the ideal type of student aid involves a mixture of grants and loans - 

the argument here is one of efficiency in studying, equity in treatment, and 
practical politics. Lastly, we argue that both fees, the size of grants and 
I • loann, and the rcpayi.ont of loans should be i~lited to income: to present parer t-1 
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income in the case of fees, grants and loans, and to future graduate income when 
it comes to the repayment of loans. Several countries have established elements 

' of this general policy of means-tested, income-related student aid schemes (see 

Table 7) but none have adopted it wholeheartedly. 

But if ail higher education institutions in Europe charged some tuition fees 

) and then related these fees to the family income of students, and if at the same 

time, governments supplemented means-tested basic grants by income-contingent 
loans, or better still a graduate tax, both subsidies and the burden of financing 

> them v:ould be shared more equitably than at present. Another virtue of such a 

comprehensive income-geared policy is that it could be made far more flexible than 
the present system of subsidies. The details of the policy could be adapted to 

i achieve different objectives of social policy. If governments wished to encournge 

particular courses of study for manpower reasons, a differential level of fees 
could provide suitable 'ncentives. Similarly, if the aim was to reduce the length 

t of study in particular areas, then fees cou^d increase steeply after, say, three 

or four years. If it was felt that certain groups might be discouraged fron 
accepting loans, for instance women, then the repayment terms might be varied 

I for them. 

Such a scheme would not solve problems overnight. It is easy to claim too 
much for a new method of financing. It would certainly pose new administrative 

} problems and it appears to conflict with the general tendency in industrialised 

countries of lowering the voting age. Indeed, we have now reached the paradoxical 
position in Europe of giving the vote to 18 or 19 year olds, and recognising their 

) age of majority for purposes of entering into legal contracts, while continuing 

to regard them as children dependent on parental support for p«arposes of providing 
financial aids to schooling. When v/e consider how frequently university students 

) earn while studying, particularly on the continent of Europe, and how frequently 

parents refuse to support them once they are in receipt of a study grant, the 
conviction grov/s that it is high time that student aid schemes are brought into 

I line with electoral practice. But if all countries were to follow the Swedish 
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example of totally disregarding parental income :;hen subsidising either student:, 
or institutions, the attractive notion of gearing both fees and cranio Lo paren- 
tal incomes would have to go by the board, and the entire .-.eight of the equity 
argument would hive to fall on income-contingent loans* 

There is an escape from this dilemma, however. Social inequalities of 
access to higher education has its roots in preschool family background factors, 
which are then exacerbated by implicit and explicit achievement testi. ; through- 
out primary and secondary education. Since all European cCvLntries conpol school 
attendance until the age ~f 16 or 17, direct aid to students, or even indirect 
student aid in the form of remission cf fees or t:%x relief cannot affect enrol- 
ments until the stage of upper secondary education is reached. Thus, thui^ is p. 
strong case for gr' ts, to equalise access to higher education, not after admis- 
sion to higher education, but at the ages 16-18 or 17-19* the stage at :.hich 
dropouts from the school system are concentrated. And yet, in all European 
countries except France, grants for secondary school pupils are less generous 
than subsidies for tertiary education. 1 If loans in higher education v;ere 
coupled with grants in upper secondary education, the last regaining argument 
against loans schemes would fall to the ground. 

The ideal package, therefore, from the standpoint of both efficiency and 
equity is (l) a grants system in the last fe;: years of secondary education; 
(2) a system of fees in higher education equal to say, 30 to 50 per cent of 
institutional incomes; and (3) an income-contingent loans scheme or graduate 
tax for undergraduates and postgraduates; coupled ;:ith a nini~.ua fixed grant. 
We v/ould argue that this package has overwhelming economic, social and educa- 
tional merits. It might also be popular with the electorate of ErroDC if ade- 
quate preparations were made for its introduction. The first task ;:ould he a 



1. In Germany, financial aid for upper secondary rchool pupils amounts to lorn 
than a third of government expenditure on stui?nt aid; in the Netherlands, 
the proportion is 18 per cent; and in Britain, it is only 5 per cent. 
Prance is unique in Europe in providing ccri financial aid for secondary 
school pupils than for students in higher coucation. 
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publicity campaign to inform the electorate of the family origins of the benefi- 
ciaries of existing subsidies to higher education. The next task would be to 
mobilise opinion in favour of an increase in the system of grants to secondary 
school puils. Because of pressures on public expenditure, such an expansion of 
the grants system at the lower end of the schooling distribution might imply a 
curtailment of -rants at the upper end. However, as grants in higher education 
are cut back, existing loans schem:s rry be expanded, and student opposition 
could be neutralised by an agreement to freeze grants at their current money 
value, while allowing loans to expand J j presarve the real value of maintenance 
in the face of inflation. Alternatively, grants and loans in higher education 
might be preserved at existing levelj with the extra funds for grants to secon- 
dary school r.pils being generated by the introduction of a graduate ta v ., supple- 
menting the standard income tax, A graduate tax differs from a loans scheme in 
that participation in the system is compulsory; hence, a graduate tax raises 
more revenue, everything else being the same, than a loans scheme. A graduate 
tax might be difficult to introduce in a federated country like Germany or the USA 
but, even in such countries, there is scope? for a graduate tax on the local level. 

We venture to predict that, as higher education in Europe continues to expand 
in the I980 ! s, the tendency to move in +he general direction that wr> have outlined 
vill come increasingly to dominate debates on educational finance. 
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